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URUGUAY: KEY ECONOMIC INDICATORS 
(Money values in millions of dollars except where noted) 


1981 1982 


Gross Domestic Product (GDP) 11,317 9,241 
Real GDP (1978 prices) 5,853 5,285 
Resident Population (millions) 2,93 2,95 

GDP per capita (dollars) 3,866 3,136 


GDP by Sector (% of total GDP) 


Construction. 
Manufacturing 

Agriculture 

Transport, Commerce and 
Communications 

Other 

Private Consumption 
Investment 

as % of GDP 


Balance of Payments 


Exports (FOB) 1,215 
Exports to U.S. (FOB) 94 
Imports (FOB) 1,599 
Imports from U.S. (CIF) 159 
service receipts 597 
Service payments 701 
Transfers (net) 10 
Current account 464 
Capital account 664 
Money & Quasi money (% of GDP) 25.0 

Disbursed external debt (year end) 3,129 
Foreign exchange reserves (year end) 841 
Debt service 279 
Debt service (% of exports) 23 
Terms of trade (1971=100) 66.4 


Government Accounts 
Capital expenditures 


Current expenditures 
Current revenue 


Main Exports 


Beef 

Leather & leather wearing apparel 
Wool & Wool fabric wearing 

Fish 

Rice 


Note: Original data in New Uruguayan 
Pesos (N$) has been converted at 
N$ 1 = U$ 
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ECONOMIC TRENDS 
SUMMARY 


Although gross output of the Uruguayan economy declined 4.7 percent 
in 1983 following a ten percent decline in 1982, the trend has been 
slightly positive since the middle of last year. The economy should 
continue to recover at a slow pace during the balance of the year. 
However, absent an external stimulus such as a renewal of foreign 
investments, improved terms of trade or stronger demand from abroad 
for Uruguayan products, the level of economic activity achieved at 
its historic high point in 1980 could take several years to reach. 
Due to much higher debt payments as well as less favorable terms of 
trade, average incomes have been depressed even more than total 
output and, accordingly, could take longer to rise to the levels of 
more prosperous times. 


In April 1983, the Uruguayan Government signed a two-year Standby 
Agreement with the IMF in the amount of approximately $410 million 
which established fiscal, monetary, foreign debt, and international 
reserve targets. Subdsequently the government signed an agreement 
with its private bank creditors to defer 90 percent of the 
amortization payments due in 1983-84 on the public sector debt. A 
$240 million loan was extended by a consortium of creditor banks. 
Debt reschedulings and fresh money from abroad enabled Uruguay to 
maintain an unencumbered exchange rate system and liberal import 
policy, the keystones of its open-market policy. 


As Uruguay was unable to meet all of the targets of the 
stabilization program, quarterly payments on the IMF Standby 
facility were suspended at the end of 1983. A revised or new 
Standby facility is expected to be agreed upon by mid - 1984. 
Albeit in less than full compliance with the 1983 targets, the 
Uruguayan government made notable progress in reducing the relative 
size of the fiscal deficit, moderating inflationary pressures, and 
correcting external disequilibrium. The installation of a new 
economic team leader in November has led to changes in the conduct 
of monetary policy which should enhance the stabilization of the 
economy. 


Although small, the Uruguayan market should remain an interesting 
market for the United States, particularly if the civilian 
government due to take office in March 1985 does not substantially 
alter the liberal thrust which economic policy has had since 1974. 
Imports from the United States should increase moderately in 1984, 
principally as a result of a higher level of manufacturing activity 
and restocking. Best prospects are in the categories of electrical 
and communications equipment, scientific instruments and industrial 
raw materials. 





a 
A. CURRENT ECONOMIC SITUATION AND TRENDS 


I. Overview 


The Economic Opening. In 1974 the Uruguayan government embarked on 
an economic program whose principal themes were “export, investment, 
stability, and growth." Tariffs and non-tariff barriers were 
lowered, export restraints were reduced, public sector finances were 
brought into better balance, capital and exchange controls were 
lifted and most price controls were eliminated. From 1974 through 
1980 real GDP grew at an average rate of 4.7 percent as compared 
with 0.9 percent for the previous 20 year period. Trade increased 
at an average annual rate of 21 percent. Economic policy was less 
successful in stabilizing the economy, largely because of the 
jarring impact of capital flows, and variation of the inflation rate 
from a high of 107.2 percent in 1974 to a low of 42.8 percent in 
1980. On the other hand, the Uruguayan economy experienced a 
substantially higher rate of investment, especially in the 
construction sector, than it had known in several decades. 


Failure to Adjust. In 1979 the Uruguayan government decided on a 
sliding peg exchange system in which the dollar value of the peso 
was set by the Central Bank for a period of up to six months. 
Through daily mini-devaluations to bridge the difference between the 
domestic and the United States rates of inflation, the Central Bank 
attempted to achieve a steady real exchange value between the peso 
and the dollar. Apparently overlooked was the possibility of a real 


dollar appreciation against other currencies and a loss of Uruguayan 
competitiveness in U. S. and European markets and even more so in 
third-country markets. This loss of competitiveness, also in the 
domestic market, was accentuated by the exchange rate and trade 
policies of Uruguay's principal trade partners, Argentina and Brazil. 


After the loss of most of its official foreign exchange reserves and 
the accumulation of considerable foreign debt, the Uruguayan 
government adopted a floating exchange rate system in November 

1982. Soon thereafter the peso lost approximately 50 percent of its 
value vis-a-vis the dollar and since then the trend of peso 
devaluation has been pretty much in line with the rate of domestic 
inflation. Given the substantial current account deficit, large 
debt amortization obligations, and the scant prospects for inducing 
compensating capital inflows, it was necessary to reschedule public 
sector amortizations and to seek financial assistance from the IMF 
to tide Uruguay through the period of its gravest financial 
difficulties. Accordingly a two-year Standby arrangement with the 
IMF in the amount of about $410 million was signed in April 1983. 

In July the Uruguayan government obtained a deferral of 90 percent 
(approximately $711 million) of the amortization payments due in 
1983 and 1984 on the public sector debt as well as a $240 million 
loan from a bank consortium. 
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Targets of the Stabilization Program. As part of the Standby 
arrangement the IMF and the Uruguayan government agreed upon a set 
of targets to govern the size of the public sector deficit, monetary 
expansion, increase of the foreign debt and international reserve 
loss. Although financial management was markedly better in 1983, 
some of the targets, particularly the limits on the deficit of the 
central government, were not met. Accordingly, disbursements of the 
Standby were suspended at the end of the year. As of the end of 
April, negotiations for an amended or a new agreement calling for 
less rigorous fiscal targets had not been completed. 


II. Review by Sector 


The table below indicates how different sectors of the economy fared 
in 1983: 


Percentage Percentage Change 
Sector of GDP from 1982 


Agriculture 12. +2 
Manufacturing 19. -7 
Construction as -26 
Commerce 14. -11 
Transport & Communications 6. -6 
Electricity, Gas, and Water 1 +2 


Other 4). -0 
GDP 100. -4 


WM UW1M CWO — 


Industrial Output. The two-year decline in industrial production 
came to a halt in mid-1983 and thereafter output of the sector 
experienced a modest recovery. Behind the aggregate figure for the 
sector, a highly varied performance can be discerned for various 
subsectors. Export industries such as textiles and food processing 
registered sharp increases while those industries producing for the 
domestic market mostly suffered continuing declines. 


In view of prospects for only limited export expansion in the coming 
months, the pace of industrial recovery is unlikely to accelerate 
very much. New United States import quotas will affect Uruguay's 
textile industry. Output of the meat processing industry will be 
negatively affected by cyclical developments in the stock of cattle. 





Agriculture. Despite the continuation of low commodity prices in 
international markets, conditions in this sector have shown some 
improvement over the past year. The massive peso devaluation 
ensuing from its float in November 1982 meant a substantial 
alleviation of the debt burden of a sector which, to a greater 
extent than others, had denominated its liabilities in pesos rather 
than in dollars. In addition, the generally closer integration of 
this sector in international markets has enabled its prices to 
adjust more quickly than have the prices of non-traded and 
less-traded goods and services. More favorable domestic terms of 
trade should spur increased sectoral output during the period 
immediately ahead. 


Fishing. The 1983 fish catch increased by 15.5 percent in 
comparison with 1982, but exports declined in value from $47.4 
million to $45.0 million. Although conditions in export markets 
appear to be favorable to continued recuperation, the industry has 
been crippled by labor strife for the past couple months. 
Longer-term prospects, nonetheless, favor a much higher level of 
production. 


Tourism. Tourist receipts are thought to have roughly doubled to 
some $105 million for the 1983-1984 season compared to the 1982-83 
season. The number of Argentine visitors, who account for over 80 
percent of total receipts, reportedly rose by 70 percent from a year 
ago. A real exchange rate more favorable to visitors from 
neighboring countries, especially Argentina, presumably accounted 
for most of the increased flow. 


IV. Expenditure Policy 


Central Government. Under the terms of the IMF Standby facility, 
the size of the central government deficit as a percentage of GDP 
was to be reduced from about eight percent of GDP in 1982 to two 
percent in 1983 and 0.75 percent in 1984. These targets were based 
on the assumption of an early and fairly strong economic recovery 
after peso devaluation. In fact, the weakness of the recovery 
induced revenues to rise at approximately the same pace as the rate 
of inflation. Even though 1983 expenditures in real terms fell 19.6 
percent below the level of 1982, the deficit could only be reduced 
to some four percent of GDP, the remainder of which was financed by 
the banking system. 


As salaries and transfers to the social security system account for 
70 percent of the government sector's outlays, the real expenditure 
decrease was brought about principally by lagging salary adjustments 
to the rate of inflation and by reductions in the civil servant 
ranks. Government investment, however, also proceeded at a somewhat 
Slower pace than in 1982. 





The slowness of economic recovery implies that the government wil] 
be hard-pressed on the revenue side. At the same time, the 
successive years in which government salaries and wages have 
suffered large real cuts suggest that there is little slack on the 
expenditure side. The new Minister of Economy and Finance has 
spoken of possible adjustments in tax policy. In November the 15 
percent tax on traditional exports was reduced to ten percent. The 
government plans to drop it altogether and seek other sources of 
revenue. 


Given the weight of taxes on a depressed economy, it is probably not 
realistic to tap major sources of new revenue in 1984. Hence, the 
outlook is for a gradual return to fiscal balance. Most economists 
expect a deficit on the order of 3-4 percent of GDP for 1984. 


State Enterprises. The financial performance of state enterprises 
in the non-financial sector has improved considerably over the past 
year. State monopolies have in general raised their prices and 
tariffs faster than the rate of inflation. Those which were 
constrained by competition or social reasons from freely adjusting 
rates, such as the railroad company, continued to incur sizable 
losses in their operations. 


The state-owned Mortgage Bank accounted by far for the largest part 
of the deficit of state enterprises in 1983. Revenues have 
continued to fall as lower equipment and wages curtail mortgagors' 
capacities for payments. Because social policy has dictated 
maintenance of a housing program to support the labor-intensive 
construction industry, the Mortgage Bank has had to sustain outlays 
at its pre-recession level despite the much higher cost of funds. 
The implicit subsidy has been financed by the Central Bank. 


Privatizing State Enterprises. In pursuit of a policy of selling 
state enterprises not deemed strategic, the Uruguayan government in 
late 1982 established a commission to study its implementation. So 
far bids for only one firm, a fish processing plant, have been 
solicited and they were all rejected. The Uruguayan government 
continues to be interested in disposing of this firm and of several 
others in which the government has complete ownership or 
participates in the equity or loan capital of the firm. Presumably 
no further efforts will be taken to redefine the public sector's 
sphere of activities before a new government is installed in March 
1985. 





V. Employment and Wages. 


Employment. The latest employment survey of Montevideo showed a 
seasonally unadjusted unemployment rate of 13.8 percent for 
February. Unemployment rates in recent months have been running 
about 1 to 1-1/2 percentage points below the unemployment high of a 
year ago. The decline in the unemployment rate may be due in part 
to a decrease in the labor force as some marginal workers give up on 
efforts to find jobs. Between 1982 and 1983 the labor force is 
estimated to have expanded by only 2.0 percent to 565.3 thousand and 
the number of unemployed to have increased 32.8 percent to 87.3 
thousand. In more recent months the drop in the unemployment rate 
is probably due more to increased employment rather than losses in 
the labor force. 


The government's continuing support for public housing and for road 
construction has cushioned the rise of the unemployment rate in the 
construction sector, which has recovered from near collapse of 
private construction activity during the past two years. Falling 
real wage levels have probably enabled many workers to find more 
employment in wage-elastic service industries. 


Unemployment Rates 


Dec83/Feb 84 Dec 82/Feb 83 
Quarter Quarter 
Percentage Percentage 


Manufacturing 14. 14.2 
Construction 12. 14.1 
Commerce 12. 11.1 
Transport & Communications ‘ 4.6 
Bank & Finance ‘ 6.1 
Other Services 6.8 


Wages. The average real wage rate has fallen in early 1984 by 28.9 
percent from the cyclical peak reached two years ago. 
Management/labor disputes over wages and working conditions led to 
several strikes and sit-ins during the first quarter of 1984 even 
though such labor actions were illegal. More recently a strike law 
has been enacted which authorizes work stoppages in the private 
sector when certain conditions have been fulfilled. Economic 
conditions are not now propitious to general real wage increases and 
are not likely to be for the immediate future. 





VI. Money, Interest Rates and Debt 


Money. For the past two years the money supply, whether measured by 
currency in circulation and sight deposits (M1) or by the broader 
definition which includes term deposits (M2), has risen much less 
than the general price level. Exchange rate uncertainties and a 
lower level of transactions have motivated money holders to 
economize on real balances. In recent months high real interest 
rates and possibly greater public confidence in monetary policy have 
induced a shift in holders’ preferences towards maintaining larger 
real balances. 


In early 1984 the Central Bank announced a target of monetary 
expansion (M1) of three percent per month (i.e., a 42 percent annual 
rate) with deviations of no more than 1/4 percent from the target. 
The average rate during the first three months of 1984 was slightly 
below the target rate. A 42 percent rate of monetary expansion is 
deemed to be roughly consistent with an annualized devaluation rate 
of 37 percent, a 3-5 percent rate of GDP increase, a five percent 
external rate of inflation, and a 35 percent rate of domestic 
inflation. Some reconstitution of real peso balances will 
presumably occur as public expectations become more firmly fixed. 


Inflation. Price adjustments ensuing from the floating of the peso 
caused the Consumer Price Index (CPI) to rise by 18.6 percent during 
the first two months of 1983. Thereafter, the CPI rose at a monthly 
rate of 2.48 percent for the balance of the year. Again in 1984 the 
rate of price increase accelerated during the early part of the 
year, largely due to a bunching of tariff and price adjustments by 
state enterprises. The government has announced a policy of smaller 
but more frequent adjustments as an aid to the conduct of monetary 
policy. Henceforth, the government will need to hold the monthly 
rate of inflation to 1.89 percent a month in order not to exceed the 
35 percent target for the year. Much will depend on whether the 
Central Bank is able to meet its monetary target. 


Interest Rates. In this unrestricted currency exchange market, the 
level of depositor interest rates is essentially determined by 
exchange rate expectations and the size of the risk premium. Hence, 
real peso interest rates can deviate substantially from real 
international rates. During the past year the nominal deposit rate 
has averaged about 15 percentage points higher than the annualized 
rate of inflation. Some additional 12-15 points or so have to be 
tacked on to arrive at the cost to borrowers. The high real cost of 
funds plus high intermediary costs imply excruciating financial 
pressure on the productive sector. 
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The Central Bank has used its leverage on the banks to establish a 
maximum bank lending rate which, at the time of the writing of this 
report, was an annualized rate of 82 percent. Continued upward 
pressure on international interest rates would obviously undermine 
the monetary authorities’ ability to enforce this ceiling. In April 
the Central Bank imposed a reserve requirement on resident dollar 
deposits in order to eliminate unequal treatment of the two 
currencies. 


Financial System. The soundness of the financial system has 
weakened with the deterioration of the economy. Over the past two 
years the Central Bank has pursued a policy aimed at averting major 
disruptions to the financial system. It has assisted the transfer 
of several banking institutions to stronger foreign banks and has 
supported others though portfolio purchases and special facilities. 
The quid pro quo has been the amenability of the banks to the plight 
of their hard-pressed clients. Consequently, the Uruguayan 
financial system appears to be emerging from the economic crisis in 
rather less-weakened condition than those of several other Latin 
American countries. However, in the process the financial soundness 
of the Central Bank has been somewhat weakened. In order to finance 
its own deficit in a non-inflationary way the Central Bank has had 
to turn to its constituency. The commercial banks were informed in 
February that they would no longer receive interest on their 
required reserves. 


The November 1982 peso devaluation was especially prejudicial to 
debtors with dollar loans. Although the government has been 
pressured to assist debtors, especially in this category, its policy 
has held firm against a general liquidation of debts in the style of 
neighboring Argentina. However, it has agreed to seek ways to 
provide equitable treatment among different debtor classes. 


VII. Political Setting 


After more than eleven years of military rule, Uruguay has embarked 
on a program for the restoration of democratic government. As a 
first step in this process, elections were held in November 1982 to 
choose members to the conventions of the three authorized political 
parties. In May 1983, the three authorized parties and military 
leaders opened discussions on ground rules for general elections in 
November 1984 and on a constitutional framework for the future 
civilian government. After a year of formal and behind the scenes 
negotiations, little progress had been made on either of these 
issues. However, the military has consistently reaffirmed its 
intention to hold the elections as scheduled for November to select 
a democratic government to take office on March 1, 1985. 





VIII. External Sector 


Trade. Uruguay reduced its overall trade deficit by some $180 
million to only $67 million in 1983, despite higher service payments 
on a substantially larger debt. The swing is even more impressive 
after omission of non-monetary gold sales which dropped from $233 
million in 1982 to $111 in 1983. A key factor in this swing was the 
merchandise trade balance, which moved from near balance in 1982 to 
a $300 million surplus in 1983, a movement entirely attributable to 
reduced import levels. In 1984, imports--which have declined by 56 
percent in terms of value from their level of two years ago--are 
expected to expand more briskly than exports as some restocking of 
inventories gets underway. This adverse merchandise trade 
development should be balanced, or more than balanced, by higher 
expenditures by fareign tourists in 1984. 


Although exports failed to expand in value in 1983, Uruguay 
registered a fairly good increase--about 8-9 percent--in the volume 
of its exports. Beef in particular, by far Uruguay's most important 
export, showed an impressive gain. Due to cyclical factors, 
however, the volume of beef exports will decline substantially in 
1984. 


In December 1982 the Uruguayan government announced an extensive 
modification of its tariff reduction program. As originally 
envisaged, import duties were to be reduced over a five-year period 
to a maximum rate of 35 percent by January 1, 1988. The new program 
established five tariff levels ranging from ten percent to 55 
percent in accordance with the degree of elaboration of the imported 
item (the lowest rate generally applies to raw materials; the 
intermediate rates, to processed goods; and the highest rate, to 
finished goods). In January 1983; a decree was issued establishing 
a variable surcharge on dumped exports to be calculated as the 
difference between the "normal export price" and its c.i.f. value. 


To partially offset the incentive to export lost through the 
abolition of export subsidies, as well as bring the Uruguayan export 
incentive program into harmony with GATT rules, a decree was issued 
at the end of 1982 that allows the reimbursement of indirect taxes 
on exports. To further encourage exports, the Central Bank in April 
1984 imposed a maximum interest rate of LIBOR plus two percent for 
all export financing and required the banks to set aside a specified 
proportion of their deposit base for this purpose. 
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Merchandise Trade 
(millions of dollars) 


1981 1982 1983 


EXPORTS F.0.B. 


Beef 

Woo | 

Rice 

Fish 

Hides and Leather 
Leather Manufactures 
Leather Apparel 
Textile Products 
Other 


TOTAL 
IMPORTS C.I.F. 


Consumer Goods 257 102 43 
Capital Goods 243 154 76 
Intermediate Goods 638 434 314 
Fuels and Lubricants 503 420 273 


TOTAL 1,641] 1,110 706 


Balance of Payments. Essentially in 1983, the merchandise trade 
surplus financed the larger deficit in the services account brought 
about by larger debt payments. With the deferral of amortization 
payments on public sector debt, the size of capital outflows was 
greatly reduced. Presumably, these outflows were comprised in large 
part of continued capital flight. The $229 million portion of the 
bank consortium loan and some $155 million in IMF assistance account 
for the bulk of capital inflows. Net international reserves at the 
end of January 1984 stood at $380 million, their highest level since 
October 1982. 


A freely floating peso has greatly reduced the incentive for 
Uruguayans to purchase in Argentina and Brazil and apparently has 
induced at least some increase in trade in the opposite direction. 
Uruguay's travel account, hence, should record a large positive 
movement in 1984. On the other hand, a larger foreign debt and 
possibly higher interest rates could swing investment income farther 
into the red. 
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High interest rates alone are not sufficient to attract and hold on 
to financial capital. Public confidence in economic policy is also 
needed, especially in an unrestricted currency exchange 

environment. With the approach of the November elections, investors 
will be looking for assurances from the two largest political 
parties that the next government will not revert to pre-1974 
exchange and trade controls. 


BALANCE OF PAYMENTS 
(US$ million) 


Est. 
1983 


Current Account .6 - 55.9 
1. Merchandise Trade : 308.7 
Exports FOB -9 1,014.5 
Imports CIF -4 - 705.8 


Non-Monetary Gold i 111.3 
Net Non-Financial Services .8 - 169.1 
Net Financial Services .2 -317.8 

Net Transfers : 11.0 


Capital Account . 111.8 


1. Public Sector 835. 442.9 
2. Private Sector 17 - 331.1 


Change in Central Bank 
Reserves 638.3 - 55.9 


Errors and Omissions -1,221.9 


Foreign Debt. At the end of 1983, Uruguay's public sector gross 
foreign debt stood at $3.2 billion, an increase of $2.0 billion 
since the end of 1980. Private and public sector foreign debt 
together amounted to $4.6 billion, up from $2.2 billion at the end 
of 1980. While these are large numbers in terms of the Uruguayan 
population (three million) and per capita GDP ($1,817 in 1983), they 
have to be netted against the assets which Uruguayans hold abroad 
(estimated at least $1 billion) and government dollar-denominated 
securities held locally Cestimated at about $300 million) to obtain 
a more accurate perception of the burden. 
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Much of the foreign debt problem stems from bunching of maturities 
in 1985/1986 as a consequence of rescheduling amortizations of 
public sector debt falling due in 1983-1984. How to finance those 
payments will be one of the more important issues confronting the 
new government in 1985. 


FOREIGN DEBT 
(Millions of Dollars) 


1982 


Public Sector : 2,705.1 
Private Sector ’ 1,550.2 


TOTAL i 4255.3 


Foreign Investment. In recent years, Argentines have accounted for 
most of the direct foreign investment in Uruguay, largely in the 
form of real estate. Exchange rate developments in Argentina and 
rising interest rates brought a halt to the local real estate boom 
in 1981. The value of direct foreign investment declined from $289 
million in 1980 to $49 million in 1981 and to $10 million in 1982. 
It is unlikely to have increased much, if at all, in 1983. 


In December 1982, the Uruguayan government signed an agreement with 
the Overseas Private Investment Corporation (OPIC) which allows the 
latter to insure United States investments against the risk of 
expropriation, currency inconvertibility, war or other conflicts 
affecting public order. By mid-1984, OPIC had insured one 
investment project and was negotiating programs with several other 
United States investors. 


B. IMPLICATIONS FOR THE UNITED STATES 


Following national elections in November 1984, a civilian government 
will be installed on March 1, 1985. Presumably it will change 
economic policy, possibly substantially, in accordance with its own 
priorities. The new government may either: (1) continue the 
present liberal import regime and unrestricted foreign exchange 
market; (2) marginally modify the current system in an attempt to 
stimulate faster economic recovery; or (3) impose high trade 
barriers to protect local industry from foreign competition and 
impose strict exchange controls to program the use of foreign 
exchange. 


In the last quinquennium, the United States share of the Uruguayan 
market has remained at a steady 9.6 percent. In that period, 
electrical and electronic machinery was the category within 
manufactured imports combining the highest value and highest U.S. 
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market share (1979: $40 million - U.S. share - 11 percent; 1980: $66 
million - 13 percent; 1981: $124 million - 22 percent; 1982: $61 
million - 18 percent; 1983: $ 18 million - 22 percent). In turn, 
the highest individual item in terms of value in this category (BIN 
85.15) was telecommunications, i.e. radio and TV broadcasting, 
radiotelephone and telegraphic transceiver equipment. Since 1979, 
Uruguay has imported $22 million worth of telecommunications 
equipment (United States: $9 million, Holland: $6 million, Italy: $3 
million). There is room for increased sales of these items for both 
public and private sector use in a market considered to have 
outdated telecommunications equipment. 


Albeit registering less than telecommunications equipment in dollar 
terms, the United States share of the market for medical instruments 
and equipment is also consistently high and growing. The market for 
these products should continue to be favorable as Uruguay 
reorganizes its private medical societies (non-profit “mutualistas") 
and modernizes its large public sector hospitals. In the 1979-83 
period, the country imported nearly $77 million worth of 
professional instruments (including medical equipment), of which $22 
million originated in the United States. Except for heartpacers, 
local production of medical equipment is negligible. Much of the 
competition is from the EC and Japan. 


Although the recession appears to have bottomed out in late 1983, 


trade figures for 1984 may show only a small recovery of imports. 
Foreign suppliers of finished products will continue to find the 
market difficult to penetrate due to the presence of substantial 
inventories carried over since the prosperous period of 1980-81 when 
tariff barriers were lowered. 


Even though the United States cannot be expected to become the 
dominant supplier, there is reason to believe that United States 
exports to this market will continue to grow. Traditionally an 
importing country, Uruguay after World War II pursued import 
substitution policies under the governance of both major parties. 
Despite the slow growth of trade in those years, Uruguay had to buy 
quality goods, e.g. chemicals, plastics, minerals, man-made fibers 
and yarns, common metals, electrical machinery, transportation 
equipment, precision instruments, etc. that could be supplied 
economically from the United States. Higher import barriers under a 
new government would, of course, be detrimental to the importation 
of finished items. However, United States participation in the sale 
of raw materials and capital goods could improve provided: 

(1) special attention is given to pricing in the face of strong 
competition from Argentina, Brazil, and the EC; and (2) United 
States manufacturers use export management firms and trading 
companies capable of handling cumbersome paperwork and selling smal] 
quantities of merchandise in a small market. 
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Major Projects. In view of financing problems which have developed 
over the past three years, Uruguay has made increased use of 
countertrade techniques. Two transactions have been concluded with 
Iran in the recent past involving the sale of agricultural products 
in exchange for crude oi! (combined value $340 million for 1982-83). 
At least one contract has been signed under which Italy will supply 
automatic relay stations and VHF transceiver telephones for use in 
remote areas and a satellite tracker in exchange for $31 million 
worth of Uruguayan exports. The telecommunications company (ANTEL) 
is negotiating a contract for a project which may involve up to $100 
million of digital telephone equipment. Negotiations are also 
underway involving an exchange of Uruguayan products for an 
additional 4,000 terminals for the local telex system. This type of 
business transaction is, of course, constrained by the limited 
availability of suitable Uruguayan export items. However, 
government officials have stated that any and all proposals 
containing offers of equipment for soft currency or an exchange of 
goods are welcome in order to alleviate financing problems, and that 
United States businessmen should consider these options when 
undertaking business with the public sector in Uruguay. 


Uruguay will continue to solicit the support of international 
institutions such as the IDB and IBRD for expensive investment 
projects. A master Public Investment Plan for 1984-86 calls for the 
improvement and expansion of the sewage system of the capital city 
of Montevideo ($13 million); prospecting for petroleum and gas in 
the northwestern corner of Uruguay ($5 million for 1984 and $4 
million for 1985); hospital equipment for the Ministry of Public 
Health ($4 million); laboratory equipment and an ocean-going seafood 
research vessel for the Bureau of Fisheries (INAPE) ($4 million in 
1984, $4 million 1985, and $3.6 million in 1986); accounting 
machines for the state-owned commercial bank ($2.3 million); 
expansion of the tank facility of the petroleum refinery monopoly 
(ANCAP) located at its Atlantic intake station at Jose Ignacio ($2 
million); and the purchase of a small coastal tanker ($3 million in 
1985). 


There are several smaller investments in the plan and other larger 
purchases of goods and services projected by government 
non-commercial and commercial entities. Among them, and included in 
the national telecommunications agency's 1981-1985 Modernization 
Plan, are a call (with IBRD support) to be made sometime during the 
second half of 1984 for short-distance extensions to the telephone 
microwave system--totaling 400 kilometers at a cost of approximately 
$4 million dollars; and second, a round of negotiations to buy 4,000 
telex terminals worth another $4 million in exchange for Uruguayan 
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export products. The waterworks administration (OSE) is finishing 
blueprints for a $35 million addition of a fifth tap water pipeline 
extending from a new reservoir into Montevideo's network. 


More IDB money ($56 million) is destined to improve the national 
highway system and help finance the Ministry of Public Works' 
1983-1987 $80 million plan which includes foreign consulting 
services for various stages. Another IDB loan of half a million 
dollars will fund studies for improvement of the irrigation system 
in the northwestern corner of Uruguay. The estimated cost of the 
cooperative development project is $25 million, of which $21 million 
would be destined to cover the cost of pumping stations, irrigation, 
as well as Sugar cane and grape processing equipment. The 
termination target date for the major part of this program is next 
year's irrigation season, i.e. October 1985. Reportediy, the World 
Bank is interested in helping finance the renewal of the generating 
equipment installed by American contractors at the Terra 
hydroelectric plant in 1945. Fully operational at 128 MW, the plant 
needs repairs at a cost of $40-$50 million. 


Several private sector projects demanding large sums of foreign 
money are also on-line. The IDB recently signed an agreement with 
the government to support a program designed to help manufacturers 
buy raw materials for the production of non-traditional export 
items. IDB will provide $670,000 for planning and $49 million for 


purchasing. The total cost of the program is $61 million. A fresh 
look into dairy production trade and its trends shows that Uruguayan 
milk processors are planning expansion of their plants, new 
terminals, and turn-key installations around the country. 


U.S. Trade Promotion Events. The only international event where 
nations and foreign firms show their products to a large Uruguayan 
audience is the Prado Fair. The Embassy is organizing a United 
States Pavilion for American companies and for local representatives 
of American firms for the August 1985 presentation. United States 
suppliers interested in participating should contact the Commercial 
Section of the Embassy or the Regional Export Development Office of 
the United States Department of Commerce in Sao Paulo, Brazil, for 
details. 
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